A number of large-scale analyses of these problems have been published in recent months, ~ which have brought out increasingly clearly the complexity and inner contradictions involved in Russia's transformation process. The purpose of this article is to analyse the new external conditions which have now been created for the foreign trade activities of Russian enterprises, then to show whether or not the government has responded to such changes in developing a new foreign trade regime, and if so how.
T
he prime determining factors for the conception and gradual implementation of a new external economic policy by the Russian government are the degree of progress made in dealing with the following tasks:
[] the thorough implementation of a market-based economic reform programme, with the main focus on creating a legal framework based on a federal structure and the principle of contractual freedom, on stimulating competition and on stabilization in both the monetary and budgetary spheres;
[] coping with the economic and social crises and paving the way for growth-oriented economic development;
[] paying off the country's large foreign debts and reestablishing its solvency.
A number of large-scale analyses of these problems have been published in recent months, ~ which have brought out increasingly clearly the complexity and inner contradictions involved in Russia's transformation process. The purpose of this article is to analyse the new external conditions which have now been created for the foreign trade activities of Russian enterprises, then to show whether or not the government has responded to such changes in developing a new foreign trade regime, and if so how.
The process of transformation to a market system in Russia is inseparably linked with the question of foreign trade. As the country's foreign trade regime represents an integral component of the institutional and economic order " Institut for Wirtschaftsforschung, Halle, Germany. 144 now undergoing renewal, the form it takes must be determined by the same principles and objectives, which include contractual freedom, price liberalization, competition and privatization. A fundamental feature of the transformation is that the Russian economy should be opened up to the world market. This is a sine qua non for the desired change of system while atthe same time acting as a source of new impulses and, to a certain extent, as a guarantor for the success of the entire transformation process. This is recognized unreservedly by the proponents of reform in Russia. The most important proposals in this area contained in the government's June 1992 reform programme are the complete liberalization of foreign trade activities, the removal of administrative restrictions, the transition to one single rouble exchange rate, convergence between domestic and world market price structures, and the transition to rouble convertibility. 2 However, on a realistic view of Russia's situation, this programme could only be expected to be made a reality in a process of several years' duration, always with the possibility of setbacks occurring.
The Russian economy's closer links in future with the world market ought primarily to be regarded as a significant opportunity for economic and technological progress. This is true even though this great country with its huge domestic market is less dependent upon foreign trade than smaller economies. Yet the planned-economy days of the past ought to have demonstrated conclusively enough just how damaging efforts to establish virtual economic autarky can prove to be. On the other hand, one must not ignore the dangers of uncontrolled and total opening towards the world economy, for Russia's own economy is completely inadequately prepared for such a move. As in the case of other tasks involved in the transformation programme, the best promise of success lies in finding the right combination between setting genuine and consistent market objectives on the one hand and proceeding to implement these in stages which would tend to be more pragmatically determined on the other.
Functions of Foreign Trade
Fundamentally, foreign trade has a number of important functions to fulfil in the stabilization of the economy as a whole: these derive first and foremost from the price effects induced by foreign trade on the goods and factor markets alike, which can be regarded as introducing international value standards intothe economy. Ultimately more significant are the ailocational effects induced on the basis of those price changes, leading to a transformation of the sectoral structure of production. In Russia's case, however, such effects are hardly perceptible so far because the most important conditions facilitating market economic behaviour by enterprises, or ultimately allowing it to become a matter of course have been lacking to date. The old, monopolistic structures continue to predominate, it has only been possible to establish properly functioning capital, goods and labour markets in exceptional cases, and factors of production are largely immobile, part of the problem here being the sheer size ofthe country. The price signals issuing from external markets are distorted or suppressed, and thus cannot trigger off the response from enterprises which would normally be expected in a market economy. A characteristic example of this problem is the effect of the uniform rouble exchange rate introduced unduly hurriedly in the middle of last year. Its economic foundation must be regarded as extremely dubious. It is determined by supply and demand developments on the Moscow interbank convertible currency exchange, which has a low turnover volume, which only reflects an insignificant portion of the foreign exchange dealings related to external markets, and which is heavily affected by speculation. The binding application of this exchange rate to all export and import transactions serves either to obstruct efficient foreign trading activities by Russian enterprises or else provides a false orientation to their investment and production planning.
In future, however, exploitation of the potential INTERECONOMICS, May/June 1993 productivity impulses generated by foreign trade certainly could be capable of setting welfare-enhancing effects in motion, particularly when this challenge is deliberately met head-on. After all, foreign trade guarantees a supply of goods which would never be possible under conditions of autarky, opening up completely new opportunities for Russia's business enterprises and consumers. For Russia too, increasing real incomes and a rising demand for goods can be achieved with the help of foreign trade, even if these improvements are initially confined to those areas closely associated with such trade.
In order to make a reality out of the functions cited above, not only will the right internal conditions need to be created but -from a theoretical perspective at least -a consistent policy of free trade ought also to be pursued externally. In reality, however, differing levels of economic development from country to country give rise to the danger of major distributional conflicts and employment problems as a result of the deteriorating terms of trade from which some countries will suffer. This applies especially to countries like Russia which are having to start out from extremely unfavourable positions and, on top of that, are being drawn into international competition under considerable time pressure. For that reason, protectionist tendencies have become evident in Russia in particular, and will undoubtedly play a latent role for a long time to come. Various Russian economists are not alone in their view that protective measures which are intelligently chosen and applied would, given the specific circumstances in which Russia's economy finds itself and especially in view of the market distortions occurring, initially be more beneficial than free trade2 However, that only holds true as long as foreign trading partners refrain from taking countermeasures. Thus the progress made or the inadequacies manifested by Russia's foreign trade regime will hardly be assessible according to theoretical criteria, but will primarily need to be judged in terms of the current economic policy constraints from the country's own point of view.
The second aspect of this overall picture is constituted by the volume of trade flows and their material and regional make-up. The rapid fall in both exports and imports, the increase in the country's foreign debt, its deteriorating credit standing and the diminishing competitiveness of Russian goods and services all provide a reflection of the scale of the transformation shock running through the Russian economy, together with the new political
